





BUSINESS TRENDS IN 
OREGON, NOVEMBER 1957 


(See pp. 3-4 for statistical details) 


e Bank-debit totals in the eleven economic areas 
of Oregon were virtually identical with the same 
month last year. A decline of 3 per cent in the Port- 
land area was offset by a 6 per cent gain in the rest 
of the state. The areas showing the largest percent- 
age gains were in central and eastern Oregon. 


e Lumber production in the Douglas fir region of 
the Pacific Northwest declined more than seasonally 
in November—being 18 per cent below November 
1956. In October 1957, production was 17 per cent 
below the same month a year ago. Average weekly 
orders in November were 11 per cent below Novem- 
ber 1956. 


e Employment in nonagricultural industries dur- 
ing November fell 4 per cent below the level of the 
previous year and 3 per cent below October 1957. 
The 4 per cent decline compared to a year ago con- 
stituted 21,900 workers, 10,100 of whom were in 
manufacturing. The largest group in manufacturing 
was 6,200 in lumber and wood products. The other 
large drop was 6,600 in retailing. Local state em- 
ployment offices reported 50,600 active jobseekers 
November 30, an increase of 11,000 over both the 
previous month and the same date a year ago. 


e The index of man hours worked in manu- 
facturing (1951 = 100) was 81.4 in November 
compared to 91.7 for the same month last year. In 
October 1957, the figure was 9.8 points below Oc- 
tober 1956. 


e The value of building permits issued in 82 re- 
porting centers during November was 20 per cent 
below a year ago and 40 per cent below last month. 


e Construction contracts, excluding public 
works and utilities, showed a cumulative total that 
was virtually the same for the first 10 months of 
this year as for the same period in 1956. 


e Business failures for the first 11 months of 1957 
totaled 480, with total liabilities of $12,391,000. 
This compares with 238 and $10,434,000 for the 
same period of last year. There were 59 failures for 
November involving liabilities of $1,237,000. 


e Department-store sales in Portland for the 
four-week period ending December 14, fell 7 per 
cent below the same period last year. The compar- 
able change for the United States was a decline of 4 
per cent. 


e Portland consumer food prices, the Bureau 
of Labor Statistics reports, were virtually un- 
changed in November compared with October, but 
were 1.6 per cent higher than in November 1956. On 
the year-to-year comparison, the largest increase 
was in meats and the largest decrease in fruits and 
vegetables. 








Impact of Federal Income Tax on 


Small Businesses Assessed’ 
By CHARLES E. JOHNSON 


Professor of Business Administration, University of Oregon 


A “small” business is not an easy concept to define. The scale of 
operation varies among different industries. For a number of rea- 
sons, taxes being not the least, single business entities exist legally 
in the form of multiple corporations. Various objective tests of 
size—revenues, assets, number of employees, net income—are all 
imperfect in significant ways. 

The question of the incidence of business taxes is also unsettled. 
Just exactly on whose shoulders business income taxes finally rest 
is a matter about which eminent authorities in the field of public 
finance can only say “it depends, and even then we’re not sure.” 

These points are of importance because proposals that the Fed- 
eral income tax law be written so that it will have a particular 
effect on small business implies that we are able to say what is a 
small business. It also implies that we have a pretty good idea of the 
impact of business income taxes. 

There are essentially two points of view toward the relationship 
between the income-tax structure and small business. One view is 
that taxwise small business should be treated on equal terms with 
all other segments of the economy. The other view is that the tax 
structure should rest more lightly on the shoulders of small business 
than on other segments of the economy. 

There are some strong arguments in favor of the first view. 
Special provisions of the tax law that are designed to favor par- 
ticular groups are in conflict with the concept of tax equity—that 
persons and businesses in similar economic positions should be 
taxed the same. Persons who happen to be in a position to take ad- 
vantage of a favored tax position often get special financial aid 
without achieving the objective intended. In the course of time 
special tax benefits tend to be enlarged to include groups not within 
the original objective. Special benefits are often buried in compli- 
cated provisions in the law that are not well understood by the 
general public. Once they are built into the law, they are difficult 
if not impossible to remove. Finally, assuming any given need for 
governmental revenues, a special tax reduction for any particular 
group means that the burden on some other segment of the economy 
will have to be increased accordingly. A reasonable case that the tax 
burden of some group should be lessened may seem less reasonable 
when we seek another group to take over the load. 

The primary argument supporting the view that small business 
should get special tax relief is that such relief is necessary or de- 
sirable to offset the competitive disadvantages suffered by small 
businesses as a group. As a rough generalization, I think the assump- 
tion that small businesses as a group are at a competitive disad- 
vantage in comparison with large businesses may be accepted. The 
question then is whether there should be an attempt to shape the 
tax structure so that tax advantages are granted to offset competi- 





* Part of a statement before the U.S. Senate Committee on Small Business, 
Nov. 15, 1957. 
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tive disadvantages. And, if this is to be done, should it be 
accomplished by adding a special tax penalty on large 
businesses, or by giving a tax subsidy to small businesses, 
or both? I have not heard strong support for the position 
that small businessmen are at a competitive disadvantage 
relative to all other taxpayers (including wage earners 
and salaried employees). Therefore we should presumably 
distinguish between the effect of tax proposals that would 
give special relief to small businesses and burden all other 
taxpayers and those that would give special relief to small 
businesses and burden large businesses. 

I do not feel that the present tax law. in its effect, dis- 
criminates against small business in any important re- 
spects. As a matter of fact, there are a number of features 
in the present law that tend to operate in favor of small 
business: (1) Graduated tax rates for individuals im- 
pose a heavier tax burden upon large incomes than upon 
small. To the extent that the owners of small businesses 
have smaller incomes than the owners of large businesses, 
this operates in favor of small business. 


(2) The one-step graduation of corporation tax rates 
puts a relatively heavier tax burden on companies earning 
large incomes as compared with companies earning small 
incomes. 


(3) The “pay as you go” provisions for corporations 
are limited in effect to companies whose tax exceeds $100.- 
000. Thus corporations whose tax is smaller than this are 
extended a year’s credit (free of interest) on their tax ob- 
ligations. 


(4) The accumulated-earnings tax does not apply to 
the first $60,000 of retained earnings, thus favoring the 
retention of earnings in small companies. 


(5) The election by owners of unincorporated busi- 
nesses to be taxed as corporations is limited to businesses 
having 50 owners or less. This option is severaly hedged 
with restrictions; but in general benefits are attained by 
the owners of small businesses whose individual tax rates 
are higher than the corporation’s tax rate, and who wish 
to retain earnings in the unincorporated business. 


For the most part these present tax benefits accrue to 
companies with small taxable incomes; i.e., in order to 
assert in general that the beneficiaries are small companies 
it is necessary to define smallness in terms of net income. 
The flaw in this reasoning is obvious; even large com- 
panies may earn only small profits. 

One possible exception to the statement that the present 
tax law does not discriminate against small businesses 
should be noted. Current high levels of individual and cor- 
porate income taxes cannot but work to the greater detri- 
ment of new businesses than of old well-established busi- 
nesses. To the extent that new companies tend also to be 
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small, this effect is significant in assessing the impact of 
taxes on small business. An established concern which has 
taxable income is risking less in a new venture or expansion 
program than a new business because, if it succeeds, the 
government will take a given portion of earnings but, if 
it fails, the government will in effect make up about the 
same portion of the loss through the loss carryover pro- 
visions of the income-tax law. In contrast, the new firm 
faces the prospect of giving up a substantial portion of its 
earnings but of standing all losses. Although it is im- 
possible to say how strong this influence is, it cannot help 
but be a factor in discouraging new businesses and en- 
couraging the concentration of existing businesses. 

This reasoning leads to a very general conclusion that, 
in considering tax measures involving substantial revenue 
losses, the preferred approach would be to reduce the 
levels of taxation generally, rather than to grant special 
relief to small businesses. The difficulty of defining small 
business and of limiting relief measures to those small 
businesses that it is desired to encourage, or even to small 
businesses in general, reinforces this general conclusion. 
The gain to be realized by small businesses from a well- 
balanced tax system surpasses any advantage to be derived 
from special tax adjustments designed specifically in the 
interests of small businesses. 

| would venture a guess that traditional tax policy of 
promoting economic growth by keeping taxes low on busi- 
ness and high on personal incomes on the grounds that 
this will stimulate and finance business expansion has 
today fewer authoritative proponents than the more recent 
economic theory that indequate consumer demand is the 
major factor that limits economic growth in times of un- 
deremployment of resources. This latter view leads to an 
opposite policy of holding down on taxes that reduce con- 
sumer demand in order to stimulate economic growth by 
maintaining a high level of total demand. 

The usual justification for the use of progressive tax 
rates on individual income is “ability to pay” measured 
in terms of personal sacrifice. This argument is difficult to 
transfer into the corporate area where there is presumably 
a strong correlation between the size of net income and 
total amount of resources employed. 

The graduation of corporate tax rates should be recog- 
nized for what it is—a tax subsidy for legal entities having 
small incomes. Support for this feature of the tax law 
must come from the argument that this is a reasonable 
means of favoring businesses with small net incomes in 
order to offset certain non-tax disadvantages. In this 
connection it should be noted that small income and small 
business probably correlate roughly, but they are not 
necessarily equivalent. 

Aside from the question whether corporations have 
differing “abilities to pay,” there are a number of other 
arguments against graduation of corporate income taxes. 
One is that graduated rates may act in some cases as a 
greater deterrent to expansion efforts than a flat rate tax. 
Another is that a graduated corporation tax, even with 
loss offsets, tends to mean that the government’s share of 
losses will be smaller than the tax assessed against gains, 
which may operate to the disadvantage of a risky business 
as compared to a relatively stable business. 

Any method of graduating corporate rates raises the 
possibility of tax avoidance by the splitting up of new or 
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existing businesses in order to take multiple advantage of 
the low first-bracket rates. It is a relatively easy matter to 
think up non-tax reasons for subdividing an economic 
entity into multiple legal entities, and thus it is difficult to 
prevent the tax-motivated corporate split. 

Increasing the present $25,000 exemption from cor- 
porate surtax is basically a means of increasing the size 
of businesses included within the lower-rate subsidy. If 
we make a rough assumption that earnings before taxes 
average from 5-15 per cent of total assets, the present law 
does not impose a surtax on the income of corporations 
having $160,000-$500,000 in assets. If the exemption were 
increased to, say $75,000, the rough top limits in the defi- 
nition of small business have simply been increased to 
$500,000-$1,500,000 in assets. A decision on this matter 
is dependent largely on a more basic decision as to what 
is a small business. 

In the present law the first bracket corporate rate (30 
per cent) is roughly 60 per cent of the rate applicable to 
net incomes over $25,000 (52 per cent). This differential 
could be increased by raising the 52 per cent rate: but. 
since Congress has repeatedly stated its intention to lower 
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this rate to 47 per cent, it may be assumed that an increase 
is hardly at issue. 

Decreasing the first bracket rate raises the question of 
discrimination between incorporated and unincorporated 
business. The first corporate rate has traditionally been 
somewhat above the first individual tax rate, presumably 
to equate very roughly the position of the owners of small 
corporations with the owners of unincorporated businesses. 
A starting rate for corporations lower than the first bracket 
rate on individual income would widen the area in which 
retained corporate profits are taxed more lightly than in- 
come reinvested in an unincorporated business. This sug- 
gests that the first bracket rate for corporations should be 
at least equal to the first individual rate (which is 20 per 
cent at the present time). If we assume that the stock- 
holder ultimately realizes his corporate retained earnings 
in the form of capital gain, the present 30 per cent initial 
rate for corporations in effect imposes a tax of 47 per cent 
on corporate retained earnings (30 per cent plus 25 per 
cent |maximum capital gain rate| of the remaining 70 
per cent). An average tax rate of 47 per cent is reached 
by the married owner of an unincorporated business at 
about $52,000 of taxable income. Thus at the present time, 
whenever the stockholder of a small corporation has an 
income of over $52,000 per year, retaining earnings in the 
corporation may put him at a tax advantage in comparison 
with the owner of an unincorporated business. Lowering 
the first corporate rate will simply lower the income level 
at which this advantage comes into existence. 





CURRENT BUSINESS TRENDS IN OREGON 


Banking. Loans, investments, and deposits of Oregon banks that 
belong to the Federal Reserve System are shown below (in millions 
of dollars) : 

Oct. 1957 Oct. 1956 
Loans $ 756 $ 792 $ 810 
Investments 671 630 661 
Deposits 1,591 1,581 1,658 


Sent . 1957 


Department-Store Sales. The only retail sales indicator for 
Oregon is the sales of department stores in Portland, a series which 
is computed by the Federal Reserve Bank of San Francisco. The 
percentage of dollar sales volume for the period ending December 
7, 1957, as compared with the same period a year ago, for Portland 
and other Pacific Coast cities is shown below: 

Week Ending Four Weeks Calendar Year 
Dec. 7, 1957 Ending Dec. 7, 1957 to Dec. 7, 1957 
Portland — | —$ —1 
Los Angeles —13 0 
San Francisco Bay — 8 - —2 
Seattle 0 —: —1 
United States “5 0 

Construction. The University of Oregon Bureau of Business Re- 
search in cooperation with the F. W. Dodge Corporation reports 
October 1957 construction contracts in Oregon amounted to $28,- 
040,000, an increase of 31 per cent over the preceding month. Com- 
parative data in thousands of dollars follow: 
Oct. 1957 
$ 6,427 

7,557 


14,056 


Sept. 1957 
$ 5,261 
8,216 
7,866 


Nonresidential 
Kesidential 
Public works & utilities 


Total $28,040 $21,343 


The nonresidential construction involved 501,000 square feet in 
October 1957 and 478,00 square feet in September. The 615 resi- 
dential units for which contracts were made in October involved 
767,000 square feet, whereas in September the figure was 838,000 
square feet for 645 units. During the first ten months of 1957, the 
value of building contracts in Oregon (excluding public works and 
utilities) was virtually the same as during the same period in 1956. 
For the eleven western states the cumulative total was down | per 
cent; for the United States it was up 2 per cent. 
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CURRENT BUSINESS TRENDS IN OREGON 


Lumber. The figures below cover the Douglas-fir area of the 
Pacific Northwest. They were supplied by the West Coast Lumber- 
men’s Association and are in thousands of feet board measure. 


Average weekly production 
Average weekly orders 

Unfilled orders, end of month 
Lumber inventory, end of month 


Vow. 1957 


142,429 
137 ,636 
471,838 
992,643 


Oct. 1957 


149,314 
144,173 
468,005 
968,679 


Nov. 1956 


172,875 
155,251 
536,539 


1,096,601 


Employment. The following figures on Oregon employment fig- 
ures are supplied by the Oregon State Unemployment Compensation 


Commission. 


Lumber & wood products 
Food & kindred products 
Other manufacturing 


Total manufacturing 
Contract construction 
Retail trade 
Government 
Other nonmanufacturing 


Total nonmanufacturing 
Total nonagricultural employment 


Vor . 1957 


69,300 
16,400 
45,300 


131,000 
22,500 
78,900 
86,800 

152,400 


340,600 
171,600 


Oct. 1957 


73,700 
20,400 
46,300 


140,400 
24,500 
79,400 
78,200 

155,500 


346,600 
487 ,000 


Nav. 1956 


75,500 
18,300 
47,300 
141,100 
25,300 
85,500 
82,700 
158,900 


352,400 
493,500 


Life-Insurance Sales. During October 1957 sales of ordinary life 
insurance in Oregon (excluding industrial life insurance, group and 
wholesale sales under new contract, renewals, dividend additions, 
etc.) were 22.5 per cent ($6,667,000) higher than in September 1957 
and 25 per cent higher than in October 1956. The national figures 
showed a 16.6 per cent increase in comparison with September 1957 
and a 20.0 per cent increase in comparison with October 1956. 


BANK 


Index of Man Hours in Manufacturing. One of the best indi- 
cators showing changes in manufacturing activity is the man hours 
of industrial production workers. These figures apply only to person- 
nel engaged in direct manufacturing activities; sales, office, and 
general administrative employees are excluded. The index is derived 
by the Bureau of Business Research from data supplied by the Ore- 
gon Unemployment Compensation Commission. The most recent 
reading covers the month of November 1957. (No adjustment for 
seasonal variation has been made. 1951 = 100.) 


1956 1957 


Jan. . . 84.1 78.6 July . 
Feb. . ... 84.2 78.9 Aug. 113.6 101.3 
Se anememee Ge 78.8 Sept. ae | CS 90.9 
April . 93.4 85.0 Oct. 99.8 88.1 
May .. 96.6 92.2 Nov. 91.7 81.4 
June 107.1 99.8 Dec. . vee 


1956 1957 
107.3 95.4 


Multnomah County Real-Estate Transactions. During No- 
vember 1957 there were 980 real-estate sales amounting to $10,899,- 
776 in Multnomah County. Of these, 727 involved residences, the 
sales price of which was $7,870,424; 182 were vacant properties, 
$754,837; and 71 were business properties, $2,274,515. Additional 
figures are: 

Nov. 1957 Oct. 1957 Nov. 1956 
Number of sales 980 1,155 764 
Value of sales $10,899,776 $13,674,921 $7,801,246 
Number of mortgages 688 837 813 
Amount loaned $7,608,883 $8,125,963 $11,913,738 
Number of sheriff’s deeds 13 4 
Amount of sheriff’s deeds $103,244 $13,764 


Average residential selling price $ 10,031 $10,480 


DEBITS 


Bank debits represent the dollar value of checks drawn against the deposit accounts of individuals and business firms. Bank debits are regarded as good indicators of 
current business activity, although their value for this purpose may be impaired by the inclusion of large checks arising out of transfers of funds for the purchase of certain 
types of capital assets that do not constitute “‘business activity.”” The Bureau of Business Research collects bank debits from 167 banks and branches monthly. 


Economic Areas 
Oregon ” 


Portland area (Multnomah, Washington, Clackamas, Columbia counties) 
Mid-Willamette Valley (Benton, Linn, Marion, Polk, Yamhill counties) 
North Oregon Coast (Clatsop, Lincoln, Tillamook counties) 

West-Central Oregon (Douglas, Lane, Coos counties) 

Southwestern Oregon (Curry, Jackson, Josephine counties) 

Upper Columbia River (Gilliam, Wasco, Wheeler, Hood River, Sherman counties) 
Pendleton area (Umatilla, Morrow counties) oe 

Central Oregon (Deschutes, Crook, Jefferson counties) 

Klamath Falls area (Klamath, Lake counties) 

Baker area (Baker, Wallowa, Grant, Union counties) 

Burns area (Harney, Malheur counties) 


Number of 
Banks Debits Debits Debits 
Reporting Nut . 1957 Oct. 1957 Not . 1956 

167 $1,706,457 ,761 $1,721,559,262 
53 1,070,471,313 ,097 306,412 
35 196,248,912 200,022,813 
10 32,368,996 31,849,697 
18 143,327,085 139,461,186 


1] 71,421,459 68,225,575 


Nov. 1957 
Compared with 
ct. 1957 Nov. 1] 
$1,704,697 ,234 — 0.9 + 0.1 
1,104,694,672 2.4 — 3.1 
173,954,261 1.9 +12.8 
33,014,165 1.6 — 2.0 
141,133,600 2.8 + 1.6 
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71,271,870 + 0.2 
30,674,573 30,572,433 33,343 ,097 — 8.0 
31,528,028 33,801,405 33,115,035 — 4.8 
30,525,435 30,122,621 25,286,648 + 20.7 
37,955,324 38,317,144 34,840,916 + 8.9 
31,896,583 30,082,859 30,473,780 + 4.7 
30,040,053 21,797,117 23,569,190 +27.4 


b+++ | 


+ | + | 


BUILDING PERMITS 


Building permits give an indication of building operations planned rather than actual construction under way. Care must be taken in interpreting these data to allow for 
the lag which may elapse between the issuance of the permit and the beginning of actual construction. The data have been collected by the Bureau of Business Research. 


New 


Residential 
Nov. 1957 


40,000 


Albany__. . eR Rae ea TT ee ee ED $ 


Additions, 
Alterations 
& Repairs 
Nov. 1957 
18,300 b 


New Non- 
residential 
Nov. 1957 
$ bo) 


T otals 
Vov. 1957 


58,300 s 


T otals T otals 
Oct. 1957 Nov. 1956 
438,150 $ 78,000 


Baker__....... 
Bend 





Coos Bay. we 
Corvallis 





Eugene____. 
Grants Pass. 
Hillsboro 
Klamath Falls 





La Grande —... 
McMinnville 








Medford... 





North Bend 
Pendleton 








Portland. 





Roseburg... 





Salem... 





Springfield 7 
The Dalles 





Lane County 
Multnomah County 
Wasco County~. 

60 other communities 


Total 


4 


69,000 
52,000 


108,7 
80,080 


25,500 
11,000 
7,300 
9,000 
147,500 
34,000 
52,100 
806,355 
20,750 
80.400 
18,500 


79,888 
985,950 


431,579 


$3,069,602 


250 


41,300 


188,700 
22,435 
15,000 

550 
29,400 


14,150 
81,650 
832,515 
129,845 
30,750 
141,201 
445,375 


967,789 


2,940,910 


9,235 
9,450 
10,020 
2,800 


335 
2,500 
40,500 
1,450 
1,300 
28,655 
17,142 
37,650 
567 .140 
19,579 
18,149 
11,615 
7,000 
66,514 
71,700 


111,617 


$1,062,651 


78,485 
102,750 
10,020 
300,200 
102,515 
15,335 
38,550 
80,900 
18,750 
24,450 
257 ,805 
51,142 
89,750 


2,206,010 


40,329 
228,394 
30,115 
37,750 
287 ,603 
1,503,025 


1,510,985 


$7,073,163 


69,550 
121,825 
76,460 
175,210 
1,913,481 
43,325 
240,790 
148,156 
1,375 
72,900 
211,250 
16,290 
233,740 
4,971,970 
38,032 
318,985 
10,100 
19,800 
332,548 
1,168,895 
800 
1,120,964 


$11,744,596 


15,350 
101,572 
38,050 
322,000 
121,140 
175,150 
28,050 
123,308 
56,340 
45,450 
193,212 
27,125 
113,250 
3,541,585 
107 ,688 
230,988 
74,645 
296,745 
337 ,032 
1,341,280 
4,000 
1,505,156 


$8,877,116 
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